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Global war on inflation 
will hinder Hawaii growth 



All eyes continue to be focused on inflation and the Fed
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the sharpest policy change in 40 years— where does this end? 

-2.3

0.0

2.3

4.5

6.8

9.0

2015 2016 2017 2018 2019 2020 2021 2022 Dec-22*

Source:  Federal Reserve Board, BLS, UHERO.data. Dec. inflation is Cleveland Fed Nowcast.

%

Fed Funds Rate

US CPI Inflation (y-o-y) 

https://www.federalreserve.gov/monetarypolicy/fomcprojtable20220316.htm
https://data.uhero.hawaii.edu/#/analyzer?analyzerSeries=150760-152133&chartSeries=150760-152133&start=2015-01-01&end=2022-11-01&compare=true
https://www.clevelandfed.org/indicators-and-data/inflation-nowcasting
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The bond market expects rates to start falling by summer

Fed Funds Rate Target  
(upper bound)
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Funds Rate 
implied by 
futures prices

2.5

either inflation roles over or the economy does

4.5

0.5% Dec 2015- Dec 2016

Easing expected  
Summer 2023

https://www.federalreserve.gov/monetarypolicy/fomcprojtable20220316.htm
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
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Source:  Federal Reserve Board, via FRED.

And yield curve are more inverted than anytime in

inversion signals market’s expectation of falling short term yields 

10 year — 2 year  
Spread 

10 year — 3 month  
spread 
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Our base case—persistent inflation, determined Fed, recession

US Real GDP growth—first a head fake then the real thing

Source: BEA, UHERO forecasts.  % ∆ from preceding quarter, seasonally adjusted at annual rate.
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Real GDP growth 

22Q4 forecast  

https://uhero.hawaii.edu/category/forecast/
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Source: BLS, UHERO.

Its never a good time, but every recession is different

as a small open economy, Hawaii can be battered or buoyed by external forces
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US payrolls 
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This time Hawaii is out of sync—recovery a work in progress

new business formation, gigs, 2nd jobs, long covid all make payrolls hard to fill

Source: BLS. UHERO.data, UHERO internal benchmarks.

Index Feb 2020 = 100
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Hawaii Non-farm Payrolls

Hawaii Employment

US Payroll Jobs

https://data.uhero.hawaii.edu/#/analyzer?start=2020-02-01&analyzerSeries=149140-148009-150146&chartSeries=149140-148009-150146&index=true&compare=true
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Recovery of tourism jobs is just one of the challenges

only health care and construction are close to pre-pandemic payrolls

Source: BLS. UHERO.data, UHERO internal benchmarks.

Index Feb 2020 = 100
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Health Care 
Construction 
Government 
Accommodations and Food Service

Other Services 
Trade 
Finance, Ins., Real Estate 

https://data.uhero.hawaii.edu/#/analyzer?analyzerSeries=149140-148009&chartSeries=149140-148009&start=2019-01-01&end=2022-08-01&index=true&compare=true
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Source: HTA, UHERO.data.

Can Japanese travel offset decline in US visitors?

the Japan visitor recovery has stalled since July
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 Japan 

All Other

 Q4 over forecast again 

https://data.uhero.hawaii.edu/#/analyzer?compare=true&index=true&start=2020-01-01&analyzerSeries=152306-152168-154701-357721&chartSeries=152306-152168-154701-357721
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Japanese yen

Source:  FRED.

Soaring costs have stifled pent up Japanese demand 

Hotel rooms +30%, Food and Drink + 18%, Yen - 24%

Canadian dollar
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Australian dollar

Korean won

Index Jan 2020 = 100
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Tourism forecast relies on a pretty optimistic balancing act

International recovery needs to offset small decline in US visitors
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US Arrivals 
Everyone Else 
Japanese Arrivals

Source: Source: HTA, UHERO forecasts.

https://uhero.hawaii.edu/category/forecast/
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Source:  Federal Reserve Board, UHERO forecasts.

While construction has been a bright spot

Builders are being squeezed by rising costs and falling demand

30-Year Mortgage Rates
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22Q4 forecast

22Q3 forecast

Forecast

https://uhero.hawaii.edu/category/forecast/
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Builders squeezed by rising costs and falling demand

affordability has collapsed with surging mortgage rates and prices

Source: Honolulu Board of Realtors, UHERO forecasts.

Median Honolulu 
SF Resale Price

“affordable price”
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$ Forecast

https://uhero.hawaii.edu/category/forecast/
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Construction spending helps offsets decline in visitor spending 

Source: DBEDT,  UHERO forecasts.

With federal IJA and DoD$—this time may really be different
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Government Contracts Awarded  

$2021 Billion
Forecast

Non-Residential Permits 
Residential Permits

https://uhero.hawaii.edu/category/forecast/


What lies ahead post pandemic recovery?
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Federal = 10.5%  
5.2% Civilian 
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Tourism = 17.8%

Industry shares of 2019 GDP



0.0

1.0

2.0

3.0

4.0

5.0

6.0

0.0

0.5

1.0

1.5

2.0

2.5

3.0

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024 2026

Visitor Arrivals

Real visitor spending 
(right axis)

January 4,  2023
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When the recovery is over, then what

Source: HTA, BLS, UHERO forecasts.  Nominal visitor spending deflated using Honolulu CPI.

B 2021$

can tourism “management” change this picture?
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What lies at the end of Hawaii’s recovery?

pre-pandemic cycle saw less than 1% real growth

Source: BEA, CENSUS, UHERO estimates of intercensal population (2011-2019),  UHERO forecasts.
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2007-2019  CAGR = .9%

Forecast

https://uhero.hawaii.edu/category/forecast/
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